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United States Department of the

BUREAU OF RECLAMATION
Pacific Northwat Region

1150 North Curti, Road, Sui~ 100
Boi4e, Idaho B!706-1234

MAY 17 2000

IN aEPLV
~TO;

PN-3324 -

wrR-4.00

To: Commissio~er
Attention: W-1OOO

]. William McDonald
RegionaI Director. Boise ID

From: ~

Subject; Cost Reallocation Interim Report~'Columbia B~jn P~t, Washington. --~.

,

Attached for your consideratiQn and apprQval i5 the subject report titled "Interim Cost
Reallocation R~.rt,. Colmnbia Basin Project, Washington, May) 2000."

.
Prevjnu~ Allocations: The original allocation of costs for the Columbia Basin Project (project)
was prepared in 1.945 and printed as House Document 172) 79111 Congress.

In 1963~ a revised allocation was prepared cmd approved, titled "Interim Report, Allocation of
Costs, Colwnbia Basin Project, Washington, January, 1963." The percentages developed in the
1963 allocation for allocating capital costs of joint use project facllitles to irrigation, power, and
flood contTol are those used in the current Project financial statements and for assigning certain
reimbursable operation and maintenance (O&M) costs to project fw1ctions.

Background. Current Reallocation: The Project has undergone considerable change since 1963.
The major changes being (1) the Third Powerplant was authorized in 1966 and subs~quently
constructed; (2) pump units 7~12 were approved and converted to pump-gcnerating unit8; (3)
construction appropriation requests for development of thc second half of the irri2ation project
are tlO longer included in budget documents-although not deauthonud; and (4) the 'Project is
now operated to accommodate additional power considerations, resource needs on tb~ Proj ect.
and Endangered Species Act and other needs of the coordinated Columbia River operating
system.

In 1995) the Office of the Inspector Generel completed an Audit Report on the Recovery of
Construction Costs; Colwnbia Basin Project.
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The audit included a recornmt:ndation that:
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"To correct this deficiency, we recommend that the Bureau prepare an interim
cost allocation for the Project that reflects the Project as currently CoDstTUcted,
with an assumption that additional irrigation acreage will not be developed. Upon
completion, this allocation should be submitted to the Congress for approval
before it is actually implemented." .

A July 6, 1995, letter from the Acting Commj5sioner to the Office of Inspector General
concurred with their recommendation:

"Reclamation will revise the interim cost allocation which reflects the Columbia
Basin Project as cun-entty con&tructed and will assume that additi~nal irngated
acrcage will not be developed. The appropriate review and approval process will
be followed prior to implementing the interim cost allocation."

Current Reallocation Results: The allocation was completed using the Alternative Justifiable
Expenditure lt1ethod, the same method used in the 1945 and 1963 allocation reports. The total
construction cost subject to reallocation is $1,702,387,050. An additional, approximately
$7.1 million is directly assigned or has special legislative 'disposition.

The proposed reallocation now includes a municipal and industrial (M&I) function as part of a
"water supply" fimction which includes iIrigation. Functions sharing in the distribution of joint
project costs are irrigation, M&I water supply, power, Md flood control. Upon advice from the
COrp5 of Engjneers, the navigation fwlctiOD is no longer applicable) and no allocation was made
to navigation.

The essential changes in the proposed reallocation of constNction costs from the 1963 allocation
as ctirrently applied on Proje~t it"iancial statemcnts are (1) an increase in costs allocated to
COaunerol power, (2) a decrease in costs allocated to ilrigation ~d flood control. (3)

accordance with House Document 172, the reallocation also results in commercial power picklJ1g
up a greater share ofthc O&M cost of Orand Coulee Dam and ReseIVou-from 69.87 percent to
92.054 percent.

Shown below is the proposed allocation of Project construction com by function. including a
comparison with the 1963 allocation and the allocation in the fiscal year 1999 Project Cost and
Repayment Statement. The proposed allocation costs will be reconciled with the actUal cost to
date.
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Reuavment Considerations: Repayment of alJocated costs is in accordance with Reclamation law
and the Colwnbia Basin Project authorization. Functional repayment requirements are as
follows.

~~~~ctio~ ~~s~ al!o~ated to irrigatio!! are reim~ursable withou~ in~rest. As the
obli ation of district inigators is essentially fixed by contract, the decrease in the
allocation to inigiltion will be acconunodated by a reduction in e amount of fInancial
assistance to inigation., as authori7.Cd~ from the Federal Columbia Vel Power System- --~ -- - - - - -. - --

(FCRPS).

Construction costs
reimbursable with
contracts.

Costs allocated to flood control are nonreimbursable.

N~re~b~ble with interest by the FCRPS as administered by the Bonneville Power
Administration (BP ~-'

The reallocation also results in an incrcase in the share of O&M costs of Grand Coulee

ADMIN. WEST BOR FINANCE ~OO3-+ +
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allocated to M&I. including interest during construction, are
interest and will be returoed through rates established in M&I
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ImDlementation: The costs allocated to commercial power
eSta611sned by the BP A tor vanous classes of customen. E
establishment process for the "2002 Power Ratc Case," wh
pen ctober 2001 throu September 20 . The 2002 I

m Ulat process. BP A has asked ReclamatIon tl1at the reallocatiOn not be 1m lementecl until the
en ave
ha c opportunity to inc u e suc costs m its post-2006 rates. I agree with BP A's reasons for

statements and records not take place until fiscal year 2001.- ---

I recommend that you approve the interim reallocation report as set forth in the attached
document.

A ttacrnnent

Ms. Judi Johansen
Administrator

cc:

Bonneville Power Administration
POBox 3621
Portland OR 97208.3621

Director, Officc of Policy
Attention: W-5000, D.5200

Director, Operations
Attention: W-6000, W-6331. W.6300

Director. Teclmical Service Center
Attention: ~8270
(each wIatt)

bc: W .6331 (wIatt)
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United States Department of the Interior

I~ ~I.Ywu. TO:

D-S200

Regional Director, Boise, Idaho
Attention: PN-1OOO

Eluid L. ~tincz
Conm1issioner

To:

From:

Subject:

This is in~5Pon&e to )'Cur mcmOt"dDdwn of May 17. 2000, in which you requegted approval ot
the subject report entitled .'iBteritn Cost Rca11o.cationRepon, Columbia Bas.in Project,
Washington. May 2000." ~s cost rca11oc~on is considered ~cinterlm" because the projcct has
not becn completed. The orlgin:al authorization has not been ~=ded ahd remains in'place.

The principal purposes of a cost a11oc~on are to assign specific and separable costs to individual
project PUIpO$e$ and to determine an equitAble allocation of the remaining joint costs to those
sam~ authoriz.cd proJcct puzposcs. Sevcra.l methOdologies are available to perform the allocation,
including the uJtemativ~j~tifiahle expenditure (AJB) method. This method was used for the
allocations ~ompleted in 1945 and 1963. and for~onsistent;y and bec4USC it appeared to be
appropriate. this method was used in the subject interim allocation as well.

The last interim~oca:tion of costs was completed in 1963, and significant changes have
occurred since tb= that would influence tho al10catiOD of the proj cct investment costs. The
1963 analysis preceded the: addition of the third poWe'l]'lant and pump.g~erating units ,and also
assumed development of the fulll,Q29.000 acres for iIrigation. The subject'interim allocation
utilized on1ythe 671~OOO .~rcs that are curr'r:nt1y in 5crvicc. These specific changes along with
the recom-eodAtion from the Oftice ofmspectOf Genera] (DIG) resulted in a decision to perform
a Dew interim al1ocanon ,of project investment costs. hi pUt, the recomInaldation or the DIG
staw I~at the Co~isioner, Bureau of Reclamation, ensure that the Pacific NorthweS1 Region
prepares an interim cost a.J1o~ation !ot the Columbia. Ba.si.n Proje.ct that reflctts the Pr9jeGt a£
cU1tci1tly developed. ~t

Rather than allocate directly to irrigation in this allocation, coSt$ WBle firSt a11oc.a.ted to the wa.ter
supply pUIposei. These costs were then further suballocated to irrigation, irld municipal and
industrial (MkT) water supply. This procedure pelmitted com to be a11ocated to M&I. which
had DDt becn done in previous all~tions. It should be noted that M&l service is not specifically

BUREAU or REClAMA110N
w..h1n&ton. t>.c.. !O2~
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identified as a. proj~ purpose in the authorizing legis1atio~ but allocating costs to this pUtpc:lse
wiU allo'W these costs to be ret.overed ~Ugh existing or future M&I COD~CtS. Cost$ allocated
to ower were also suballocatcd with a portion of the costs being allocat~ back to irrigatio~ --

$mce part of the power production 11 U$ to pump water r $ purpose.- - " ~ ~

Flood control is an authorized project purpose; however, estimates of flood COTm'OI benefits
attributable to project facilities WCX'C reduced in absolllte and relative tcnns compared to th=
previous allocations. This occurs b~au.se of additional storage constructed elsewhcrein the
b~ and the addition of levees downstream from the project NaVigation was initially
considered to bc a project pwpose with benefits attributed to the reduction in the cost of &nD\1a.1
maintcnmce dredging. The Corp, of'Enpeers h:I.s now found th~ bCAGDU derived from the
facilities to be minimal due to doWl~ channel deepening, construction 'of upstream darns.
and the use ofpilc dikC3 in thc lower tc~hC'S ofthc river to train the river flows. Thus, no costs
haw ~cen allocated to this purpose.

These changes in asS\nIlptions alld compUtational procedures resulted in the following proposed
intcrim allocation conta.incd in the subject rtpart. This allocation is compared here to the \ 963
allocation for background PUlpO$e$.

Power
IIri ga ti on
M&.I
Flood contt'Ol 4S. 798,000
Navigation 1,000,000
Other 499,000 a

Total $961,204,000 Sl,702,387,050

The subject interim reallocation ~on is .approved wi':h the following understandings:
1. The interim . effect on October 1 2000 and will not be a lied

retJ'Oactiv~ly (i, a)'ments made b '11e Fower
dministration hrterim reaJloca .

3-- Inlcrcst ~1I~ ~~a.to ~n any unpaid inv~tment. In other words, interest will ~egin
accruing on the in~st bearing component$ ~fthe intmm reallocation beginn1n.2oB

'---

8320 ADMIN. WEST BOR FINANCE ~OO6-+"'"

2

1963 allocation
Sl72,s82,OOO

738,325.000

ProDosed !ll~ation
$1,129.541,983

543,948).761
1.984,232

26.91.2.074-
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FCRPS costs. However, it b'reco,gnized thatBPA may cboo&c ftom among scvcral mcthods to
repay the (;omm~ power investment obligation to thc U,S.'Treasury within tlie preseribed
50-yeu p~Od, inclwling lmnp sum, perlo~c pa~ent5, or deferred pa;Yn1CDts.

4. The interim includes

-~

..
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